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BILL LOCKYER, Attorney General
of the State of California

JEANNE C. WERNER, State Bar No. 93170
Deputy Attorney General

California Department of Justice

1515 Clay Street, 20" Floor

P.O. Box 70550

Oakland, CA 94612-0550

Telephone: (510) 622-2226

Facsimile: (510) 622-2121

Attorneys for Complainant

BEFORE THE = -
CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS

STATE OF CALIFORNIA -
In the Matter of the Accusation Against: Case No. AC-2005-11
SEVERO "ROY" CAMIL ESTRADA STIPULATED SURRENDER
2729 Glen Amador Court ' OF LICENSE AND ORDER

San Jose, California 95148

Certified Public Accountant Certificate
No. CPA 35696,

Respondent.

IT IS HEREBY STIPULATED AND AGREED by and between the parties in this
proceeding that the following matters are true:

PARTIES AND JURISDICTION

1. Carol Sigmann, Complainant, is the Executive Officer of the California Board of
Accountancy (the “Board”). She brought this action solely in her official capacity and is
represented in this matter by Bill Lockyer, Attorney Géneral of the State of California, and by
Jeanne C. Werner, Deputy Attorney General.

2. Severo "Roy" Camil Estrada, Respondent, is representing himself in this
proceeding and has chosen not to exercise his ri ghi to be represented by counsel.

3 On or about July 30, 19’83, the California Board of Accountancy issued Certified
Public Accountant Certificate No. CPA 35696 to Respondent Severo "Roy" Camil Estrada.The
Certificate is subject to renewal every two years (on September 1 of odd-numbered years)

pursuant to Code Section 5070.5. The Certified Public Accountant Certificate was continuously
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renewed in “active” status until its renewal in an “inactive” status effective September 1, .’2‘001 ,in
which status it has remained, and is renewed through August 31, 2007~

4, Accusation No. AC-2005-11 was filed before the Board on May 12, 2006, and is
currently pending against Respondent. The Accusation and all other statutorily required
documents were properly served on Respondent on May 17, 2006_‘.'.”‘§espondent timely filed his
Notice of Defense contesting the Accusation. A copy of Accusation No. AC-2005-11 is attached
as exhibit A anhd incorporated herein by reference. |

WAIVERS & CONTINGENCY

5. Respondent has carefully read, and understands the charges and allegations in
Accusation No. AC-2005-11. Respondent also has carefully read, and understands the effects of
this Stipulated Surrender of License and Order. -

6. Respondent is fully aware of his legal rights in this matter, including the right to a
hearing on the charges and allegations in the Accusation; the right to be represented by counsel,
at his own expense; the right to confront and cross-examine the witnesses against him; the right
to present evidence and to testify on his own behalf; the right to the issuance of subpoenas to
compel the attendance of witnesses and the prdduction of documents; the right to reconsideration.
and court review of an adverse decision; and all other rights accorded by the California
Administratilve Procedure Act and other applicable laws. Respondent voluntarily, knowingly,
and intelligently waives and gives up each and every right set forth above.

7. It is understood that in signing this stipulation rather than further contesting the
Accusation, Respondent is voluntarily consenting to the adoption of this Stipulated Surrender
and Order as the Board’s Decision in Case No. 2005-1 1, enabling the Board to issue the
following order without further legal process. Respondent represents that no tender, offer,
promise, threat or inducement of any kind whatsoever have been made by the Board or any
member, officer, agent or representative thereof in consideration of this offer or otherwise to
induce him to so consent. |

8. This stipulation shall be subject to approval by the Board. Respondent

understands and agrees that counsel for Complainant and the staff of the Board may
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communicate directly with the Board regarding this stipulation and settlement, without notice to
or participation by Respondent. By signing the stipulation, Respondent understands and agrees
that he may not withdraw his agreement or seék to rescind the stipulation prior to the time the
Board considers and acts upon it.

9, If the Board does not adopt this stipulation as its Decision and Order, the
Stipulated Surrender shall be withdrawn. It shall be of no force or effect, except for this
paragraph. It shall have no evidentiary value, shall be inadmissible in any legal action between
the parties, and shall not be relied upon or introduced in any disciplinary, or other, action or
proceeding by either party hereto. In the event that the Stipulated Surrender is not adopted,
nothing recited herein shall be construed as a waiver of Respondent’s right to a hearing on the
truth of the Accﬁsation’s charges, or a waiver of any other right, including those rights expressly
waived in the Stipulated Surrender. Communications pursuant to this paragraph, and
consideration of this matter, shall not disqualify the Board or other persons from future
participation in this or any other matter affecting Respondent. Respondent agrees that should the
Board reject the Stipulated Surrender and if this case proceeds to hearing, Respondent will assert
no claim that the Board wés prejudiced by its review and discussion of the Stipulated Surrender .
or of any records related hereto.

ADMISSIONS AND FURTHER STIPULATIONS BETWEEN THE PARTIES

10.  Solely for the purpose of resolving the charges and allegations in the Accusation,
Respondent admits the truth of the charges and allegations in Accusation No. AC-2005-11,
agrees that cause exists for discipline and hereby surrenders his Certified Public Accountant
Certificate No. CPA 35696 for the Board's formal acceptance.

11.  Respondent understands that by signing this stipulation he enables the Board to
issue an order accepting the surrender of his Certified Public Accountant Certificate without
further process.

12.  The surrender of Respondent's Certified Public Accountant Certificate and the
acceptance of the surrendered license by the Board shall constitute the imposition of discipline

against Respondent. This stipulation constitutes a record of the discipline and shall become a




part of Respondent's license; history with the Board.

13.  Respondent shall lose all rights and privileges as a Certified Public Accountant in
California as of the effective date of the Board's Decision and Order.

14.  Respondent shall cause to be delivered to the Board both his wall certificate and
pocket license certificate when requested to do so by the Board.

15.  Respondent understands and agrees that if he ever applies for licensure or
petitions for reinstatement in the State of California, respondent will be required to pay cost
recovery in this case before his application or petition will be considered. The Board’s
reasonable costs of investigation and prosecution in this case as of September 28, 2006, are
$18,308,23.

16.  The parties understand and agreé that facsimile copies of this Stipulated Surrender
of License and Order, including facsimile signatures thereto, shall have the same force and effect
as the originals.

17. In consideration of the foregoing admissions and stipulations, the parties agree
that the Board may, without further notice or formal proceeding, issue and enter the following
Order: |

ORDER

IT IS HEREBY ORDERED that the surrender of Certified Public Accountant Certificate
No. CPA 35696, issued to Respondent Severo "Roy" Camil Estrada, is accepted by the |
California Board of Accountancy. Respondent shall lose all rights and privileges as a Certified
Public Accountant in California as of the effective date of the Board's Decision and Order.

ACCEPTANCE

I have carefully read the Stipﬁlated Surrender of License and Order. I understand the
stipulation and the effect it will have on my Certified Public Accountant Certificate. I enter into
this Stipulated Surrender of License and Order voluntarily, knowingly, and intelligently, and
\
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agree 1o be bound by the Decision and Order of the California Board of Accountancy.

DATED: October 2 , 2006.

Severo "Roy" Camil Estrada
Respondent

ENDORSEMENT

The foregoing Stipulated Surrender of License and Order is hereby respectfully submitted
for consideration by the California Board of Accountancy of the Department of Consumer
Affairs. ,

DATED;l}O%ﬁ%@QJ 51 U

BILL LOCKYER, Attorney General
of the State of California

JBA] C. WERNER
/Deputy Attorney General

Attomcys for Complainant

DQJ Matter 1D: SF2004401435
draft surrender sept 06.wpd




BEFORE THE
CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS

STATE OF CALIFORNIA
In the Matter of the Accusation Against: Case No. AC-2005-11
SEVERO "ROY" CAMIL ESTRADA DECISION AND ORDER

2729 Glen Amador Court
San Jose, California 95148

Certified Public Accountant Certificate
No. CPA 35696,

Respondent.

The offer of surrender of Certified Public Accountant Certificate
No. CPA 35696 is hereby accepted by the California Board of Accountancy, Department of
Consumer Affairs, and the Stipulated Surrender of License is adopted its Decision in this matter.

This Decision shall become effective on__ Januarv 7, 2007

It is so ORDERED December 8, 2006 , 2006.

Ron Blapc, President

FOR THE CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS




Exhibit A
Accusation No. AC-2005-11
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BILL LOCKYER
Attorney General of the State of California
JEANNE C. WERNER, State Bar No. 93170
Deputy Attorney General

1515 Clay Street, 20" Floor

P.O. Box 70550 .

QOakland, CA 94612-055

Telephone: (510) 622-2226

Fax: (510) 622-2121 :
Attorneys for Complainant -

BEFORE THE
CALIFORNIA BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA - - :

In the Matter of the Accusation Against: Case No. AC-2005-11

SEVERO "ROY" CAMIL ESTRADA
2729 Glen Amador Court : : ' :
San Jose, California 95148 _ . ACCUSATION

Certified Public Accountant Certiﬁéate No. CPA
35696 A ‘

Respondent.

Complainant alleges:

PARTIES AND JURISDICTION

1. Complainant Carol Sigmann brings this Accusation solely ﬁl her offlrcial
capacity as the Ex ecutive Officer of thé California Board of Accountancy, Department of
Consumer Affairs. A | _ o

- 2. On or about July 30, 1982, the California Board of Accountaﬁcy issued Certified
Public Accountant Certificate Number CPA 35696 to Severo “Roy”” Camil Estrada, |

Respondent. The Certificate is Stlbject to renewal every two years (on September 1.of odd-

numbered years) pursuant to Code Section 5070.5. The Certified Public Accountant Certificate

was continuously renewed in “active” status until its renewal in an “‘inactive” status effective

September 1, 2001, in which status it has remained, and is renewed through August 31, 2007.
/1) |
"
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STATUTES AND PROFESSIONAL STANDARDS

3. | Disoip].ina;‘y'Authority/Unm‘ofessional Conduct. This Adéusation is brought-‘
before the Board un,def the authority of ,Sectioﬁ 5100 of the Bllsilless and Professions Code.
Code S'ecti‘on 5100 provides, in relevant part, that, after notice and hearing the Board may
revoke, suspend or refuse to renew any permit or certificate granted, or may censure the holder .
of that permit or certificate for unprofessional conduct including, but not limited to, one or any
combination of the following causes: | |

5100(0) Gross negli genée in the practice of public acoouniancy.l

5100(g) Willful violation of the Aoooﬁhtancy Act or any rule or regulatiori®
promulgated by the board under the authority granted under this

chapter. ‘

5100(j) Knowing preparation, publication or dissemination of false, fraudulent,

or miaterially misleading financial statements, reports, or information.
4, Audit Report. Code Section 5062 1'equil"es a licensee to issue a report WhiCil
6011fon11s to professional standards upon completion of an audit of financial statements.

5. Licensed Practice. As pertinent herein, Code Section 5050 requires that a

person be licensed by the Board in order to practice public accountancy in the State of

California. Code Section 5055 provides that only a licensed individual or firm may use the

“CPA” designation. Code Section 5051 states in pertinent part that a person shall be deemed to
be engaged in the practice of public accountancy if he ot she does any of the activities specified
therein, including:
(a) Holds himself or herself out to the public in any manner as one
skilled in the knowledge, science, and practice of accounting, and as
qualified and ready to render professional service therein as a public

accountant for compensation.

(b) Maintains an office for the transaction of business as a public accountant,

/1

1. All statutory references are to the Business and Professions Code unless-otherwise indicated.

" 2. Board rules or regulations cited herein are codified in Title 16 of the California Code of
Regulations and will be referenced simply as a Board Rule, e.g.,, Cal, Code Regs., tit. 16, § 5 will be

referenced herein as Board Rule 5.
2
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(c) Offers to prospective clients to perform for compensation, or who does
perform on behalf of clients for compensation, pro fessional services that involve
or require an audit, examination, verification, investigation, certification,
presentation, or review of financial transactions and accounting records,

(f) Keeps books, makes trial balances, or prepares statements, makes
audits, or prepares reports, all as a part of boolkkeeping operations for
clients.

6. Required Observance of Rules. Board Rule 5 requires a licensee to observe
Board rules if the licensee is engaged in thve‘ types of activitiés pexrformed by certified public
accountants or who renders other professional services which include, but are not limited to,
boolkkeeping, financial planning, investment planning, tax services and management Services.

7. Professional Standards (Audits of Financial Statements and Auditor’s Reports).

Board Rule 58 provides that licensees engaged in the practicé of public accountancy must |
coinply with all applicable pi'ofessioneil s“tandardé, including but not limited to Generally |
Accepted Acoouniing Principles (“GAAP” —.see belowj, Govennﬁental Auditors Standards
{“GAS”), and Generally Accepted Auditing Standards (“GAAS” - see below) 2 Stanciards of
practice pertinent to this accusation and the engageinents in issue? include, withbut limitatjon:
A. Generally Aécepted Auditing Standai'ds (“GAAS”) issued by the American
Institute of Certified Public Accountants (AICPA), The ten Generally Accepted Auditing”
Standards? are diSCLisséd at some Jength in the Statements on Auditing Standards '(“SAS”) and

are codified, by “AU” number, in the AICPA's Codification of Statements on Auditing

Slandafds; GAAS include foul' Standai'ds oi’ Repoi'ting.

3. “Generally Accepted Accounting Prinbiples” (GAAP) are the basic postulates and broad

|| principles of accounting pertaining to business enterprises. These principles establish guidelines for

measuring, recording, and classifying the transactions of a business entity. “Generally Accepted Auditing

Standards” (GAAS) are the standards prescribed for the conduct of auditors in the performance of an

examination of management’s financial statements. See SECv. drthur Young & Co., 590 F.2d 785,788 mn.
2 & 4 (9th Cir. 1979). '

4. All references herein to standards and other authoritative literature are to the versions in effect
at the time the audit engagements were being performed.

5. There are ten basic or fundamental standards, and the Statements on Auditing Standards are, for
the most part, devoted to elaborating on those standards. The basic standards are codified at AU § 150.
Among these ten standards are the three General standards, the three standards of Fieldwork, and the four
‘Reporting standards, all of which are further described in the other SAS’s.
' ' 3
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(1) Ameng the SAS relevant herein are:
AU §150 (Ten Standards and I_nfohnative- Disclosures; also AU '§ 431);
AU §210 (Training and Proficiency of the Indepéndent Auditor);
AU §230 (Due Care; AU §230,02 imposes a 1‘eshonsibihty on the auditor to ‘
observe the standa_rds of fieldwork and 1‘e]3o11111g)§ |
AU §311 (Plamﬁng and Supervision);
AU §31 6.37 (Documentation ef the Au'ditor’S‘Risk Assessment);
'AU §319 (hltei'llal Control) and Appendix A (Control Environment Factors); -
AU §326 (Evidentialh Matter);
AU §339 (Wofking Papers); and -
AU §431 (Presentation of Financial Statements; Qualified or Adverse Opinion)
AU §508 (Auditor's Report). | .
‘(2) GAAS - Spe01ﬁes re: “Repor tmg” Standards.
(a) The fu st “Standard of Repm ting” (AU § 150.02) provides that “The
report shall state whether the financial statements are presented in accordance with generally
accepted acc.()untihg principles.” This is further defined in AU §'5018.08, Whieh pi'evides that

the fourth basic element of the auditor’s standard report is the inclusion of a statement that “the

audit was conducted in accordance with generally accepted auditing standards and an

identification of the United States of America as the country of origin of those standards.”

(b) | The third “Standard of Reporting” (AU § 150.02) provides ﬂiat
“Informative disclosures in the financial statements are to be 1‘ega1'ded as reasonably adequate
un]ess otherwise stated in the report.” |

(c) The fourth “Standard of Reporting” (AU § 150.02) pr owdes that the
“report shal] contain either an expression of opinion regarding the financial statements, taken as
a whole, or an assertion to the effeet that an opinion cannot be expressed...the report should
contain a clear-cut indication ef the character of the auditor’s work, if any, and the degree of
responsibility the auditor is takill_g.”

1
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(d) AU Section 508 provides further guidance 1'egarding the relationship of
the fourth reporting standard (ihnnediately above) to the laniguage of the auditor’s 1‘eporf. The
auditor can determine that he is able to issue an audit 1'ep611 containing an unqualified opinion
only if he has conducted his audit in aoobrdancc with GAAS. AU Section 530 states, in part,
that the date of the auditor’s report should be the date the field work and corresponding review

of events subsequent to the balance sheet date is completed.

B. Generally Accepted Governmental Auditing Standards (“GAS” or
“GAGAS”, set forth in Government Auditing Standards - Standards for Audit of
Governmental Organizations, Programs, Activities and Functions, and issued by the

Comptroller General of the United States, United States General Accounting Office, 1994 rev.

| as amended (the “Yellow Book”). For a “Yellow Book™ audit, these standards, in addition to

requiring observance of the GAAS requirements set forth above, provide additional

requirements, e.g., supplemental Working paper documentation requirements, additional

' 1eport1ng requir ements (r eports on internal connol and compliance with laws and regulations),

and quality 1eV1ews as set forth hereinafter. Among Spemﬁc GAS or GAGAS standal ds

p ertinent herein are, without lnmtatlon

(D GAS/GAGAS Sum)lemental Working Paper Requirements: Section 4. 34 of

Generally Accepted Government Auditing Standards (“GAGAS” or the “Yellow Book™)
requires that a ]‘6601‘(1 of the auditors’ work be retained in the form of working papers. Section
435 pr 0V1des that “Working papers should contain sufﬁmeni information to enable an
experienced auditor having no previous oonnectlon to the andit 10 ascertain from them the
ev1dence that suppor ts the duchtms significant conc] usions and judgments.” |

2) Quahty Contro]/ReVJew Section 3.31 provides that “anh audit or gamzat] on

coﬁducting audits in accordance with these standards should have an appropriate i]vltema‘]
quality control system in place and undergo an external quality control review.” Section 3.33
provides that “Organizations conducting audits in agcordance with these standards should have
an external quality review at least once every 3 years by an organization not affiliated with the

organization being reviewed. [Footnote omitted.] The external quality control review should :

5
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determine whether the organization’s internal quality control system is in place and operating
effectively to provide reasonable assurance that established policies and procedures and

applicable audmng standards are being followed.”

(3) - GAS/GAGAS Continning Bducation Requirements: Section 3.6 requires, infer
aha that each auditor 1ospons1b]e for planmng, directin 8 conduchng, or Tepor tmg on audits
'under GAGAS complete, every 2 years, at least 80 hours of continuing education and training,
of which at least 24 hours éhould be in subj ects directly related to the gover'mn'ent environment
and to government auditing. Section 3.7 makes the audit organization responsible for
establishing and implementing a program to ensure that auditors meet the conﬁhuing education

and training requirements set forth in Section 3.6, and requires that the audit organization

‘maintain documentation of the education and training completed.

) GAS/GAGAS Additional Reboﬂs Required: Section 5.3 incorporates the
reporting requirementé of GAAS and prescribes additional standards, including the reqﬁirement
to report on compliance with laWs and 1'egulatioﬁs (see sections 5.5 tlu'Ongll 5.16) and to report
on internal controls (see slections 5.17 through 5.25).. |

(5) . Sixth Supbilem'enta] Reporting Standard: GAS 1‘equires that audit reports are to

be subnnited inter alia, to ofﬁc1als who have legal OVGISlght author 1ty or who may be

responsible for 1akmg action and to others authorized to receive such reports (Seo‘uon 5.32).

- C. Generally Accepted Accounting Principles (“GAAP”), derived from various

authoritative sources. AU § 411 provides guidanoé to the auditor concerning the “Meaning of

‘Present Fairly in Conformity with GAAP.”” This gﬁidande relates to the auditor’s duties under
both GAAS and GAAP. AU § 41 1.18 sets forth the “GAAP Hierarchy Summary.” Generally
Aécepted-Accountin.g Principles relevant herein include, without limitation: -

M Statements and Interpretations (SFAS or FAS) issued by Lhe Financial
Accounting Standards Board(FASB).¥ FAS and APB Opinions: (seé paragraph (2)

immediately fdl].owing) are codified by topic in the AICPA’s publication Current Text. These

6. The FASB is the private sector organization which has bgen primarily 1‘espdnsible for
promulgating GAAP since 1973. Before the FASB, the Accounting Principles Board (APB)issued opinions,
from 1959 through 1973.)

6
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13

pi'onouncements aré tlie most aﬁthoritative source for GAAP. The statements pertinent herein
include, without limitation, SFAS No. 5 (Allowmce for Doubtful Acco unts) SFAS No. 13
(Operating Leases); SFAS No. 95 (Cash Paid for Interest 'Lnd Taxes); and SFAS No. 117
(Classification of Net Assets). |

(2) Statements issued by the Accounting Principles Board of the AICPA, including
APB No. 22 (Summary of Significant Accounting Policies). |

3) Statements of-Fineullcial 'Posiﬁon 94-6 (Section 10,640 ﬁmn AJCPA Technical
Practice Aids) re: Disclosure of Certain Significant Risks and Uncertainties. -

D. Laws and regulations, including those of the Cali fornia Department of Social
Services (CDSS), which govern audit 1‘equil'eln_cl1ts for foster care providers. During the
relevant time period, 1‘ele\fﬁl1t i‘equil‘eillellts were provided inter alizi by the California Welfare .
and Institutions oode and by the DSS Manual which provided Admmlslrahve Standards for

Eligibility and A331sta11ce Programs, spemﬂcally Regulation 11- 405 2.21 Audit Repon‘

Requirements.

8. Continuing Education Requirements for Licensure and Active Practice.

Board Rﬁle 80 provides that the holder of an inactive license shall,not engage in the
pr actlce of public accountancy as defined by Code Section 5051. Bozud Rule 87 sets forth
continuing education requir ements for active license renewal. Boald Rule 94 provides that the
failure, by a licensee engaged in active practice, to comply with the Board’s continuing
education rules and requirements constitutes cause for diséipline under Code Section 5100.

9. Pursuant to. Code section 118(b), the sﬂSjaension, expiration, or forfgiture by
operation of law Qf a license issued by the Board shall not, during any period in which it may
be renewed, restored, reissued, or reinstated, deprive the Board of its authority to institute or
cdntinué a disciplinary proceeding against the licensee upon any ground proviaed by law o1 to
enter an order suspending or revoking the license or otherwise taking diéciﬁlinary action against
the lj.celléee on any such ground. Further, Code section 5109 provides, inter alia, that/the
exﬁirati.on of a license shall not deprive the Board of jurisdiction to proceed with any

investigation or action or disciplinary proceeding against the licensee. Code section 5070.6

7
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provides that éui expired permit may be 'i'e11e\nled at any timeé within five years after its
expiration upon compliance with certain requirements.

].O. Cost Recovery. Code Sechon 5107 authorizes the Boald § TECOVery | of certain
costs which result from the investigation and prosecution of violations of the Accountancy Act.
Section 5107(a) of the Code provides in pertinent part that the executive officer of the Board -
may request the administrative law judge, as .part of the prdposed decision in a disciplinary
proceeding, to direct any holder of a permit or certificate found guilty of unprofessio:tia]
conduct in violation of Section 5100 to pay to the Board all reasonable oosis of investigation
and plosecutlon of the case, including, but not limited to, cmomeys fees incurred prior to the

commencement of the hearing. A certified copy of the actual costs, or a good faith estimate of

‘costs signed by the Executwe Officer, constitute prima facie evidence of 1‘6&8011&1)16 costs of

investigation and prosecution of the case.

11.  Code section SOOO 1 pl‘ovidés as follows: “Protection of the public shall be the
highest priority for the California Board of Accountanoy in exercxsmg its hcensmg, regulatory,
and d1301phnary functions. Whenever the protection of the public is 111001ls1ste11t with other
interests sought to be promoted, the protection of the public shall be par amount.” .

FORi CAUSES FOR | DISCIPLINE

. Country House, Inc. - Financial Statement Audit for FYE S eptember 30, 2002

First Cause for Dlsc1phne Gross Negligence
[Bus. & Prof. Code Section 5100(c)]
| 12, . Respondent was eﬁgaged to perform, and did j)erform, an audit of the financial
statem ents of Country House, Inc. Country House, Inc., a not-for-profit oorporation, Ieceives
public monl es for its foster care program and is lCC]Ul] ed to file andit reports on its financial
statements Wlth the California Department of Social Services (“DSS”). The cucumstances
follow. |
First Set of Reports on Counﬁy House - 2002
13. Ol‘ll a date known o Respondent but not to Comphinant, but likely in or about

September 2002, Respondent issued an undated audit report on Country House’s financial

8
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|l with the DSS.

statements for the éeveﬁ-nmnth period ended-April 30, 2002. The cover sheet in(iicated it was
an ]ndeﬁem]eni Financial Audit Report As Of September 30, 2002. The report asserted ﬂmt
Responden‘t oonductéd his audit in accordance with GAAS and GAS, and that the financial
statements were fairly ]laresemed in accordance with GAAP.

" 14.  Respondent also issued, in or about the time period referenced abové, and

caused to be filed, or acquiesced in the filing, with DSS, for the same period ending Api'i] 30,

2002, his undated 1'équired Report on Internal Control as required by GAS.

15. The reports referenced in paragraphs 13 and 14 above were stamped received at

DSS’ Foster Care Audits.& Rates Branch, Financial Audits and Investigations Bureau on - -

September 30, 2002.

Re-characterization of First Report on Country House - 2002

16.  Inresponse to an information request in November 2002 from the Board’s

investi gator, the Reépondent forwarded the report referenced inp aragraph 13, marked

“Advance Copy,” noting that it was issued in order that the client could meet a filing obligation

Second Set of Reports on Country H ouse - 2002

17; On a date known to Respondent but not to Complainant, Respondem issued a
second audit report for the period ended Apn] 30, 2002. (This report does not bear the
“Advance Copy™ demgnaﬁon) This report also asserted that Respondent conducted lns audit in
accordance w1th GAAS and GAS, and that the financial statements were fairly pr esemed n
accordance Wﬂh GAAP Respondent also (re-)issued, on a date known to Respondent but not
to Comp]amam his undated Repon on Internal Control as required by GASZ A copy of these .
reports was provided to the Board in response to its inquiry regarding features of the “Adv ance

/

Copy” reports described in paragraphs 13 and 14 above.

18.  Respondent’s license is subject to disciplinary action under Code section

5100(c) for unprofessional conduct in that Respondeht performed the audit of the financial

7. A copy of these reports was'provided to the Board in response to its inquiry regarding features
of the “Advance Copy” reports described in paragraphs 13 and 14 above. These reports were not filed with
DSS.
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statementsvof Country Home, Inc., an entity subj ect to Governmental Auditing Standards,-
which incorporate Generally Accepted Auditing Standards (GAAS), in a grossly negl@eht
manner, as alleged heréin.

Violations of GAAS & Yellow Book - Auditing Standards

First Standard of Fieldwork - Planning

19, The first standard of fieldwork requires adequate planning and proper

supervision (seé AU §150). The audit contained extreme departures from GAAS requirements

'f01 chmnm g an audit, including but not limited to Rcspondent S f'nlule 10

A - Obtain alevel of knowledge of the client and its in dusu y, Or 10 CO]lSldCl the
nathre, extent, and timing of work tol‘be performed, including makin g a preliminary judgment
about maferiality levels for audit purposes; use analytical procedures in the planning and
overall review stages of the audit; énd prepare a written audit program reflecting this planning.”
[See esp AU §§311.03-.10 and 329.] Among other failures Respondent failed to p1'ep'u;e a

WrI 1tten program, to properly consider the work to be done, and to use analytical p1ooedm es.

The audit documentation, or work papers, contain no documentation that Respondent made a

prelﬁﬂnmy materiality judgmient, or that he considered the nature, extent, and timing of the
wo1k to be pelfonned or that he employed analytical procedures in any phase of the audit.

- B. Establish an under standing with the client regaldmg the services to be
performed in the engagement, [AU. §?10 05.] There 1 is no engagement letter or other evidence
that Respondent established an under standmg with the client regar ding the services 1o be |
performed. |

C. Obtain én understanding of the intéfna] control structure and the assessed 15\161 .
of control risk. [See esp. AU §68150, 319.25; 319,61 and 319.83.] (See also parag]:éphs 21
through 23 below.) | | . | ,

20. Incorporating by reference the matters alleged in p aragraphs 12 through 19,
Respondent’s performance of the audit was characterized by extreme departures from GAAS
and Yellow Book 1'equi1*eménts, constituting gross negligence within the meaning of Code
Section 5100(c). | |

10
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| gross negligence within the meaning of Code Section 5100(c).

Second Standard of Fieldwork - Internal Controls

21. The second standard of fieldwork requires that the auditor obtain a suffi cient.. o
understanding of internal control to plan the add'i‘[ and to determine the nature, tinﬁng, and
extent of tesfs- to be performed. (See AU §150.) Respondent’s understanding of the elements
of internal control, his evaluation of the internal eontrol structure, and his assessment of the
level of control risk, did not conform to professional standards, as described below.

22. Respondent failed to obtain an undeistanding of ilitel'lla] control sﬁfﬁoient to
plan the audit. Speciﬁcal.ly,‘he failed to obtain a sufficient understanding of the elements of '
Country House’s internal control sﬁ'uoture (ﬂle control environment, risk assessment, control
activiti es, illfoi‘lllat1011 and communication, and 111(5111t0_1‘iﬁ g) to properly plan the- audits; he
perfonned no procedures to understand the design of relevant controls, nor to evaluate whe‘ther
contr ols had been placed in oper 811011 (See AU §319.) ‘ | .

23.  Thereisno documentahon of respondent’s understandmg and consideration of
the elements of internal control. These failures include his failure to document that a Sufﬁclenl
understanding of the elements of Country House’s intemel antrol structure was obtained to -
properly plan the audit; his failure to document that he met his i'esp01lsibiiity te assess the level
of control risk i determiniﬁg the nature, timing, and extent of substantive tests for financial
statement assertions. There is no documentation of any conclusions, nor of any basis for
conclusions, regarding such a risk assessment. (See. AU §§1 50,319 and 339.05.)

24,  Incorporating by reference the matters alleged in paragraphs 12 through 19 and
21 through 23 Respondent’ s pelfounance of the audit in the area of internal control was

characterized by extreme depamu es from GAAS and Yellow Book requir ements constituling

‘Third Standard of Fi eldv‘vork - Bvidential Matter

25.  The third standard of fieldwork requires that the auditor obtain sufficient
competent evidential matter, through inépection, observation, inquiries, and -
confirmations, to afford a reasonable basis for an opinion regarding the financial

statements under audit. The auditor is required to evaluate the combined evidence provided

11
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by the confirmations and alternative 'p1‘oded111‘es to determine whether sufficient evidenoe has
been obtained ab.ouvt all applicable financial statement assertions. The work'i_ngvpapers must
documént the audit evidence obtained, the auditing procedures applied, and the testing o
pc1f01med in order to meet the requirement that the auditor’s opinion is reasonably based upon
sufﬁcmm competeni evidential matter, [See AU §§150 326 330.33; 333 337 339, 05; 337.]
Respondent ffuled in his performance of 1116 Country House audit, to obtain and/or document
sufficient omnpetent evidential maue] 10, support his opmlon on the financial statements, as
described below. | |

26.' Respondent failed to obtain, md to document i n his working papers, the culdjt
evidence obtéuned,~ the auditing procedures apphed, and the testin g performed to comply with
the requirement that sufﬁciént commpetent evidential matter be gathered and analyzed to afford a
reasonable basis for an opinion. The bank account with a balance of $709.44 on the books,
was not reconciled to the bank balance of $896.23. Thele are transfers noted on the bank

statement ‘with a different account number, but no othel bank statements are presented and only

| one cash account is on the general ledger. There is no evidential matter presented, other than

the general ledger, to support assertions made in the financial statements. [AU.§§150, 336.02-

\.

03.]

27. Management and Legal Represen;cati'on Let_ters. Generally Ac.cepted Auditing
Standards require th'e auditor to obtain, as of a date on or near the auditor’s i"eport date; letters
from the client makm g certain repr esentations about the financial statements as well as a “legal :
16]3163@111&11011 1ett61” addr essmg the existence or non-existence of ]egal matters which might
affect ﬁnanoia]‘statements or disclosures. Respondent failed to obtain w1';tt611 1‘ep1'esemat1ons

from management that confirm representations explicitly or implicitly given to the licensee

during the audit [AU §§333.01; 333.03; 333.13] and failed to send a Jetter of audit inquiry to

the client’s lawyer and to obtain a response. [AU §337.06 and -.08.]

28.  Subsequent Period. Therewere no procedures performed related to the

subsequent period. [AU §560.10-.11.]

29, - Incorporating by reference the matters alleged in paragraphs 12 through 19, 23,
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and 25 through 28, above, Respondent’s performance of the Country House audit contained
extreme departures from GAAS and Yellow Book requirements 1'egai'di11g evidential matter,
oonsumtmg gloss 11eg11gence within 1116 me'mmg of Code Section 51 00(c).

First and Third General Standards - Technical Proficiency and
Due Pr ofessmnal C'u e - and the Third and Fomth Standar cls of Reporting

30. The first general standard requires that an audlt be performed by tec]mmlly
proficient auditors ’with adequate training. The third general standard requires that the auditor
‘exeroise due professional care in the performance of the audit and in the preparation of the
report. The third standard of reporting requires that “informative disclosures in the financial
stateménts are to be reported as reasonably adequate unless otherwise stated in the report.” The
fourth standard of reporting 1‘eite_ra£es requirements regarding the auditor’s opinion and report.
(See AU §§150; 431.02 and 431.03; 530.31.)

31. Incorporating by 1feferenoe the alleg‘ations in paragraphs 12 through 19,21
through 23, 25 thr ough 28, and 30, above, Respondent’s fallul es, including his lack of technical
proficiency and faﬂure to exercise due p10fess1ona1 care, are demonstlated by the extreme
departures from professional standards. Possessmg and exercising adequate technical t1amln0
and proficiency requires that the auditor study, understand, and apply new pr onounoements on
aocounimg principles and audltmg plocedmes as they are developed by authorltatwe bodies
within the accounting profession. Due care 1111poses a responsibility to observe the standards of
field work and reporting, and requires the critical feview of the work performed by, and the -
judgment exercised by, the auditor.

A324. Incorporating by reference the niatters alleged in paragraﬁm 30 and 31 above,
cause 1" or discipline of Respondent s licénse exists in that his pe1fo1*111ance of the audit contains
extl eme departures from the 1equ11 ements imposed by applicable professional standar ds :
regarding technical proﬁolency and the exercise of due pr ofessional care, and was therefore

grossly negligent within the meaning‘ of Code Section 5100(c).

Failures re: the Ayclilor 's Report and Financial Statement Presenztation

33, The audit working papers failed to include documentation showing that the audit

ev1dence obtained, the procedures applied, and the testing performed ]310\/1ded sufficient
13
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c@mpctent evidential matter to afford a reasonable basis for an opinion on the financial
statements (indicating observance of the third standard of field work). In performing
procevdures and gathering evidential matter, the auditor is to co11ti1j11aily maintain an attitude of
professional skepticism. When an auditor’s _1‘6]501‘t expresses an opin‘ion.‘on the financial
stafemcnts, the opinion expressed is to be based upon an audit performed in accordance with
GAAS. The auditor failed to meet the fourth standard of reporting by expressing an opinion on
the ﬁ.ﬁancia] statements, taken as a whole, based on an audit obntai.ni_ng extreme departures
from the standards as noted above, | }

34. ~ Date of Report. The auditor’s 1;6])Ol't is not dated.

35.  Omission of Required Disclosures. The auditor’s report provides an unqualified

opinion on the financial statements but excludes all disclosures required by GAAP. As aresult,

the licensee should have issued a qualified or adverse opinion. The omitted disclosures

include:
| A Nature of the company § oper ation s and its use of estlmates (SOP 94- 6)
- B, Summaly of Significant accounting pohcles (APB No 22).
C.  Allowance for doubtful accounts (SFAS No. 5). .
D. Operating Jeases (SFAS No 13)
E. Cash pa1d for 1nte1est and taxes (SFAS No. 95)
36. | Fmanmal Statemems Respondent failed to obtain and to evaluate evidence in

support of the financial statement assertions, and failed to document that evidence. Respondent
failed to exercise .professional Skepticism and to apply the 1'eqﬁisit.e skiil and judgment to his
perfomlaﬁoe of the audit engagmemem, Respondent failed to comply with the third general
standard (AU §150.02), which requires the exel"ciée of due professional care in the ])erfomlan_ce
of the audit and in the preparation of the report. (See AU §§150; 210; 230; 316; 326; 339 and
508.) Specifically, departures from requirements for the financial statements included: |

A, The financial statements presented were not prepar‘ed in accordance with
professional standards (1‘ega1'dil1g the classification of net éssets). (SFAS No. 117.)

B. The nature of the company’s operations and its use of estimates in the

14
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prépﬁ‘ation of the financial statements were not disclosed in a “Notes to the f*‘inancia]
Statements” section,

C. There was no disclosure of the princip a]iservices performed by the éntity or the
revenue sources for the entity’s services. |

.D. “There was no explanation that the preparation of financial statements in

conformity with GAAP requires the use of the management’s estimates (SOP 94-6).

E. There was no disclosure of significant accounting policies in the “Notes to

|| Financial Statements “ section (APB No. 22).

F. An allowance for doubtful accounts was not disclosed in either the financial
statements or in a “Notes to the Financial Statements” section (SFAS No.5, APB Opinion No.
i _ . o

G. Operating lease disclosures were not included in a “Notes to the Financial
Statements” section (SFAS No. 13).

H. The statement of cash flows was not prepar ed in accor dance with SFAS No. 95. -

37. Incmporating by reference the matters alleged in paragraphs 12 through 1 9 a1'1d R
33 through 36,> above, cause for ‘discipline of Respondént’s license exivst_a n tlaat his | '
pérformanée of the audit contains extrenie departures from the requirements imposed by
apphcable professional standar ds regarding financial statement presentation and the audlim S
repou and was therefore grossly 11egh gent w1thm the meaning of Code Section 5 100(0)

. 38. Incorporating by 1efe1 ence the matters asserted in paragraph 37 above,
Réspondent is subject to disciplinary action pursuant to Code Section 5100(c) in that he
provided an uaqualiﬁed opinion on the financial statements of Counﬁ'y House, htnc.‘,‘for the
seven months ended April 30,> 2002, notwithstanding the fact that all disclosures required by
GAAP were excluded from the ﬁnancia] statements. As a 1"6/:81111, -the licensee should have
issued a qualified or adverse opinion. |

Failures re: Yellow Book Requirements

39, Respondent failed to comply with requirements of Governmental Auditing

Standards (“Yellow Book” requirements) in issuing his report on internal controls and
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compliance with laws and regulations [eee especially Yellow Book, Section 5.15;‘AU §
508. 098] as follows: | |

A. Respondent failed to 1efe] to the separate report on 1memal contr ols that he had
included with the financial stclioments on the report on the financial slcuemenis

B. Respondent failed to include in his report that the Umted States is the country of
origin of the auditing standards.

C. - Respondent failed to date hlS report.

D. . Responden_t failed to modify his audit report for departures relating to -
disclosures.in the company’s financial statements as ])1'evi'ous]yvnoted.

B ‘There is no elvi'dential matter which sﬁpports Respondent’s assertion that he
tested compliance with laws and regulations and internal controls. '

40. - Incor po1 ating by reference the matters asserted in par agraphs 12 through 19 and .
39 above, Respondent ] cemﬁcatlon in Respondent’s audn 1epo11 for Country House Inc.’s
financial statements, that he had conducted his audit of Cpunuy House, Inc.’s ﬁnancml
statements according to GAAS and Yellow Boek 1'eqi1i1'e111e11ts and that the ﬁnancial statements
were fmly plesented according to GAAP were contrary to fact and were not suppoﬂed by
Respondent’s audit procedures. Respondent caused the issuance of the report in the absence of

compliance with professional standards const_itutin an extreme de »arture from those
» !

standards.
Second Cause for Discipline - Repeated Negligent Acts
[Bus. & Prof. Code Section §5100(c)]
41.  Incorporating by reference the matters alleged in paragraphs 12 through 19, 21

through 23, 25 throu@a 28, 30, 33 through 30, and 39 above, cause for discipline of
Respondent’s license is established under Board Rule 58 in conjunction with Code Section
5100(c), in that Respondent’s conduct constitutes 1*epeated negligent acts.

Third Cause for Discipline - Observance of Pr ofessmna] Standards
[Bus, & Prof. Code Section §5100(g)/Rule 58]

42. Incorporating by reference the matters alleged in paragraphs 12 through 19, 21

ﬂn‘ough 23, 25 through 28, 30, 33 ﬂn'ough 36, and 39 above, cause for discipline of
16 .
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Respondem S hcense is established unde1 Boa1d Rule 58 in conjunction with Code Section
5100(g), in that Respondent’s conduct consmutes lack of conformance to pr of essional

standards.’

Fourth Cause for D]smplme -Auditor’s Report V iolations
[Bus & Prof. Code Sectlons 5062/ 5100(g)]

43, Complainant realleges paragr aphs 12 thr ough 19, and 33 through 36 above and
incorporates them herein by 1‘efel'ence as if lel]y set forth at this point.

44,  The certiﬁcatiohs n Respondent’s audit reports for Country House, Inc.’s
financia) statements, that he had conducted its audits of Countr y House, Inc.’s financial
statements acco1dmg to GAAS and that the financial statements were fairly plesemed according

to GAAP were contrary to fact and were not supponed by Respondent’s audit plooedm es.

1| Respondent caused the issuance of the report in the absence of compll-anoe with professional

vsta:ndards.

. 45. Incorporating by reference the matters alleged mp al'égl‘aplls- 43 and 44,_caus_ei for‘
discipline of Respondent’s li'cens.,e is established under Code Seotion 5062, in Com’uhction with
Code Segtion 5100(g), for his failures in issuing the April 30,2002 Coﬂntry House, Inc. audit
report. . | | |

46»: Complainant 1‘ea11éges paragi‘a}alls 12 through 19 and 39 above, and -
incor; p01 ates them herein by reference as if fully set forth at this point.

47.  Incorporating by reference the matters alleged in par agl aph 46 above cause for
discipline of Respondem s 11oense is estabhshed undel Code Section 5062 in conjunction with
Code Section 51 00(g), in that ]118 Yellow Book 1epoﬂs do not oomp]y with pr ofess1onc11

standards.

Further Causes for Discipline - Unlicensed Practice
[Bus. & Prof. Code §§ 5050/5051/5055 & 5100(g), and 5100(c)]
48. © On dates known to Respondent but not to Complamant, Respondent, by his own

admission, has been engaged in preparing and filing tax returns, signed by himself as the CPA
tax preparer, during the time period his license has been renewed in an “inactive” status.

49. Incorporating by reference the matters alleged in:p aragraph 2, 12 through 19,
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and 48 above, speciﬁcally that Respondent’s li'cénse has been in an “inactive” status since
September 1, 2001, Respondem is subject to disciplinary actlon under Code Séctions 5050,
5051 and 5055 in COll_]LlllOthl’.l with Code Section 5100(g) as well as Bomd Rule 80 in ﬂmi
Respondent’s license was not valid for practice: '

A. At the time he performed the audit engagemem of Country House Inc.’s
financial statements.
| B. At the-time RCS])OlldGI‘lt issued anyof his audit reports bf Country House, Inc.’s .

financial statements and his Yellow Book reports, and caused or acquiesced in the reports being

filed with DSS

C. Duung the time he was 15@1 -forming tax services for his ch ents, including signing

tax 1etums as a CPA. |

D. At other times known to Respondent but not to Complamant

50. Incmporatlng the matters alleged in paragraph 49 above, multiple causes are -
established for the discipling of Respéhdent’s license because Respondent engaged in the |
practice of public a\ccouhtanoy and represented himself as abli'censed CPA without being duly
licensed, that is, while his license was inactive.

51. | Incorporating 4by\re‘f.‘erence the matters asserted in paragraph 49 above,
Respondent is subject to disciplinary action pursuant to Code Section 5100(c) in that his filing
of an audit report as a CPA ciuring a time when his 1_iCense was inactive is an extreme departure
from professional standards and constitutes cause for disoipline of his license.

. 52. Incorporating by 1efe1 ence the matters dSSGl’tGd in paragr aph 49 above,
Respondem is subj ect to dlsc1plma1y action pulsuam to Code Section 5100(11) and Board Rule
94 in that his practice of public accountancy without fulfilling the requisite continuing
education réquirenwnts for active practice violates Board Rules 80 and 87(a) and is cause for

discipline of his license.

OTHER MATTERS
Cost Recovery

53, Pursuant to Code Section 5107, it is requested that the administrative law judge,
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as part of the proposed decision in this proceeding, direct Reépondeﬁt to pay to the Board all

reasonable costs of investigation and prosecution in this case, including, but not limited to,

attorneys' fees. -

Discipline Considerations
.54, .Code Section 5000.1 is relevant to the peneiliy determination in this matter.
| o PRAYER

WHEREFORE, Conllp].ainam requests that a hearing be held on the lm'atters herein
alleged, and that fbllowing the hearing, the California Board of Acoo:u.n‘tancy igsue a decision: -
| 55. Revoking, suspending, or otherwise imposing discipline upon Certified Public
Accountant Certificate Number CPA 35696? issued to Severo “Roy” Camil Estrada.

56. Ordering Severo “Roy” Camil Estrada to pay the California Board of
Acbountancy the reasonable costs of the investigation and enforcement of this case, pursuant to
Bﬁsiﬂéss and Professions Code section 5107; . |

57. Taking such other and further action as deemed necessary and proper.

DATED: W\M\ 2, 2006 MJ
(:) ﬂf@ﬂ%ﬁwﬁ«wéw
o CAROL SIGM
Executive Officer <
California Board of-Accountancy
Department of Consumer Affairs

State of California
Complainant -

90038885.wpd
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